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CHAPTER 11 - SPECIAL ASSESSMENT ACCOUNTING

Part 1 - Improvement and Bonding Acts

11.1 Introduction. #Authorization to finance public improvements by special
assessments against the properties benefited is found in the Calif-
ornia Streets and Highwsys Code. These Acts have been used in the
installation of sidewalks, street lighting, curbs and gutters, wat-
er mains, paving, grading, sewers and storm drains, for acquisition
of rights of way, and other purposes. Acte most frequently used
are the Improvement Act of 1911 (sections 5000-6794)* end the Muni-
cipal Improvement Act of 1913 (sections 10000-10609)%. Other Acts,
more limited in scope, are available for street opening, street
improvement and vehicle parking purposes. (See section 13)

The improvement and bonding Acts are available to citles and coun-

ties. However, they may be used by special districts only if auth-

orized in the law governing the organization of the district. "Some

variations in General Law districts are illustrated in the follow-
. ing table. ' ‘ R

Tmpr Act
of 1911
Municipal
Impr Act
of 1913
Act of
Street Op-
ening Act
of 1903
Street .
Tmpr Act -
of 1913

Tmpr Bond
1915

Type of District

Comminity service
County water
County waterworks
County sewerage
Municipal water
Sanitary

Water conservation

L
LI
L]

"

MR M MHENEN
]
"

Alirport, Bridge & high-
way, Highwey lighting,
" Parking, Police & fire
protection, Harbor, etc. None

Districts created by speciml acts show similer varietion. For ex~
ample, of eleven flood control districts studied, three may use the
1911 Act, three may use the 1915 Act and only one may use the 1913
Act.

_Speciel assessment transactions are an important phase of local
goverrment and should be included in any representation of an agen-
cy's finenciel picture. Although the assessment acts set forth
procedural steps which must be rigidly adhered to, they are almost

#Tncluding eny 1963 legislative changes.
364,
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silent with respect to the proper atcounting and reporting of the
financial transactions involved. This silence has led to confus-
ion as to what fiscal controls should be used by local agencies
to assure that legally-recoverable costs are included in assess—-
ments, and that payment of bond interest and redemp_ti_dns are prop-
erly accounted for by the treasurer or other designated official.

~ Each governmental agency has, because of its size or political
. structure, problems peculiar to that agency. These recommendations
- are considered an adequate guide gsuitable for use by any agency in

devising its own accounting procedures. Such procedures should pro-
vide assurance that adequate fiscal controls are maintained from
the time that the first work is begun in fomming a special assess-

"ment district through the time the last special assessment bond is
retired. L o R

" In order to design accounting proéedures, it has been necessary to

refer to, and meke inferences from, certain sections of the Streets
and Highways Code. Although the usege made of the law is believed
proper, this Report is not to bd'tE¥En ds an suthority for legal
interpretation. The local agency should rely on legal coungel in
any specific appiication of the Acts.

11.2 General i’ecog_gnen_@_ationé.. Coordination of accounting activities and

i proper reporting of finencial transactions are essential if proper

accounting controls are to be maintained. It is therefore recom-
mended that each agency having special assessment proceedings and
bonds. as ‘defined herein: : S :

1. Designate the chief accounting officer to coordinate all
activities involved in the accounting for special asseass-
ment activities.

2. Report financial transactions involving special assess-
ment activities in its local financial statements.

11.3 Relationship of improvement and bonding acts. As 'abofre mentioned, the

3~64,

~ Improvement Act of 1911

principal improvement acts are those of 1911 and 1913, The former
also provides a procedure for the issuance of bonds; the latter does
not. A third act, the Improvement Bond Act of 1915 (sections 8500-
8851) provides for the issuance of bonds, but is not a procedural
act. Thus, there are two improvement acts, either of which mey be

used with either of two bonding acts. The four possible combina-

tions ars:
Procedural Act ‘ o Bonding Act

P

Improvement Act of 1911

Improvement Act of 1911
Improvement Bond Act of 1915
Improvement Act of 1911
Improvement Bond Act of 1915

¥

Minicipal Improvement Act of 1913
Manicipal Improvement Act of 1913
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The asccounting guides set forth in this report have been specifi-

cally designed for the ab

ove acts and therefore may not be applic-

able to proceedings when other statutes are used. Titles of local

agency officials, such as "Clexk", "Treasurer®,
tendent", are used as they appear in the State Codes.

vary for different types of agencies.

"Street Superin-
These titles

11.4 Imgrovement act procedure, Following are brief descriptions of steps
taken under the two major improvement acts:

2.

: ..3..

9.

" property owner.

1911 Act

Legislative body passes res- 1.
olution announcing its intent

4o construct a public improve-

ment.

Notice is given to property .
owners affected and & hearing 2.
held. '

If approved, public bids are
called and a contract let for

the construction. :
Upon completion of the project,
the cost 1s tentatively epport- 3.

" ioned asmong property owners.

Another hearing is held at
which property owners m
test the assessment an

pro-
or Lo

" request a change in amount.

Legislative body affirms the
assessment, at which time a 5.
lien attaches to each plece

of property.

Contractor is given assess- 6.
ment roll, assessment diagram
and assessment warrant¥¥,
Contractor or street superin- -
tendent, as designated, then
collects assessment from each
Owners have

30 days in which to pay assess-
ments.

Bonds* representing unpald
assessments are issued and del-
ivered to the contractor.

1913 Act

Assessment .end assessment dia--
grem prepared before begin-
ning work, the sssessment ag-
ainst each property based on
engingerts estimate.

Hegring is called by legisla~
tive body; notices mailed to
affected property owners. A
single hearing considers both
the project end the agsess-
ment emounts.

If approved, the legislative
body confirms the assess-
ment, thereby creating a lien
against the property,
Property owners have 30 days
in which to psy assessments
in cash. '
Bonds* representing unpaid
assessments are sold by the
legislative body.

Contractor proceeds with the
work, receiving progress pay-
ments from the local govern-
ment.

*Tf these bonds are acquired by the governmental agency, they are
treated as an investment. :

%¥%The asssessment warrent, along with the roll and diagram, is the
instrument giving the contractor the right to collect assessments.
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Bond characteristics.

What individual bond

represents : :

Amount of the bond

_Method of collection

Collecting agent :

In the table below, 1911 Act bonds are contras-
ted with 1915 Act bonds:

1911 Act Bofids
Each bond -represents a

specific unpaid assess-
ment, ° ’ '

1915 Act Bonds
Each bond is one of a

group.of serial bonds,

.the total of which repre-

sents the total unpaid

" assessments. -

Exact amount of unpaid
assessment represented.

Assessment installments.

Treasurer of local ag-

" ency.

. Security for bond

Callable features -

‘The specific piscs of
_property des#¥iBEl in

the bond.

Asgessment may be paid
in full by property own-
er at any time, which

"ia in effect a call of

“-4he bond.

Security for Re-
demption Fund

. Liability of local

agency in event of
delinquency

Remedy of bondholder
in event of delin-
quency

Remedy of local ag-
ency in event of
delinquency

None
None

Mey foreclose his lien °
against specific proper-

- ty designated as secur-

ity.

None necessary - bond-
holder's action is ag-
ainst assessed property.

a shortage in the Redemption Fund, the agency

amounts from ite general fund or
in either event not to exceed 10 cent
“throughout its entire jurisdiction.

The denominations selec-
ted.

‘With property taxes.

. Tax collector of local
agency. -

- The "Redemption Fund", con-

sisting of principal and
interest installments.

’ Msy be called by treasurer

for payment on second dey
of January or July of any
year. ‘ ‘ ‘

Liens on all property on
which esssessments have not
been peaid.

Required to make up short-
age in Redemption Fund.*

Norie necessary - local ag-
ency guarantees payment.

Foreclosure of liens ag-
ainst delinquent proper-
ties, forcing their sale.

" #In the event that a delinquency by one or more property owners creates

mist advance annually

from subsequent ad valorem tax levies,
s per $100 of assessed valuation
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Part 2 - Incidental Expenses

A. Improvement Act of 1911

11.6 Expenses included. Incidental expenses incurred in connection with an im-

provement under the 1911 Act are reimburseable to the jurisdiction ad-
vancing their cost. These are stated in section 5024, Streets and High-
ways Code: ' :

"(a) The compenéation-of the engineer for work done by him, and at-
torney's fees for services in moceedings pursuant to this division;
(b) The cost of printing and advertising provided for in this div-

' ision including the treasurer's estimated cost of printing, seryicing

and collecting any bonds to be issued to reporesent or be secured by un-
paid assessments; , -
. {c) The compensation of the person appointed by the superintendent

‘of streets to take charge of and superintend any of the works;

_ (d) The expenses of making the assessment, agnd of the collection of
assessments by the superintendent of streets when directed by ordinance
to receive payments pursuant to Section 5396 of this division, and of
preparing and typing the resolutions, notices and other papers and proc-
eedings for any work authorized by this division;

(e) The expenses of making any analysis and tests to determine that
the work and any materials or appliances incorporated therein comply
with the specification;

. (f) All costs and expenses incurred in carrying out the investiga-
tions and meking the reports required by the provisions of the tSpecial’
Assessment Investigation, Limitation and Majority Protest Act of 1931';

(g) The cost of title searching, description writing, salaries of °
right of way agent appraisal fees, partial reconveyance fees, surveys .
and sketches incident to securing rights of way for any work authorized
by this division; : ' -

(h) Any other expenses incidental to the construction, completion,
and inspection of the work in the manner provided for in this division;

(1) The cost of relocating or altering any public utility facilit-
jes as required by the improvement in those cases where such cost is a
legal obligation -of the city; and

(3) In a county having a population of 4,000,000 or over, the cost
of purchasing plans prepared by a registered civil engineer engaged by
owners."

The above section is construed to include:

Feasibility studies and Publishing resolutions:
surveys T Determining need

Preparation of petitions Of intention

Preparation of plans and Ordering improvement
specifications : Determining wage rates

Costs of maps and assess=- Confirming proceedings
ment diagrams Confirming assessment

Posting of notices Preparation of contracts

Publishing notices: . Inspection of work performed
Hearings Clerical costs

Invitations to bid ' Treasurer!s costs

General overhead on the above
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11,7 Cost summary and check list. Following is a cost summary and check
list designed to insure that substantial costs are not overlooked.
It also serves as a work order and a form on which to accumulate
total incidental costs attributable to each prgject.” The form has
“nothing to do with the method by which costs are accumulated, which
may range from "memo" records to cost accounts which are fully in-

tegrated with.the financial records,

Although 'the title of the "SUMMARY" specifies 1911 Act Improve-
ments, the form is regarded as a master guide for collecting incid-

~ ental costs under any improvement Act.

This is feasible because

the range of incidental costs allowable under the 1911 Act en~
compasses the allowable costs under any other Act, althouzh the
- - sequence of the steps may vary. Certain items appearing on rthe
“n SUMMARY AND CHECK LIST" are further explained in sections 11.8

_tion to other Acts,

" "SUMMARY OF INCIDENTAL COSTS

through 11,12, ‘Subpart B, section 11,13, discusses its applica-

*May be initiated by govérnmental unit,

364

' : AND '
Page 1 of 4 CHECK _LIST FOR 1911 ACT IMPROVEMENTS
.. Assessment District Mo, Work Order No, -
Number of Paréels
PROJECT DESCRIPTION:
Date Started ________ Date Completed _Total Cost §
Usual Resolution
Responsible Com— or
Party or pletion Reference
Step Official Procedure Date Number Cost
L Property Owners® Request for improvement
2 Street Supt, or 'Aésign assessment &/or :
Finance Officer. work order # o
3-  Street . Feasibility study
: Superintendent - and survey e
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SUMMARY-OF INCIDENTAL COSTS AND

CHEQE'LIST FOR 1911 ACT IMPROVEMENTS (Continued)
Page 2 of 4 '

Usval
Responsibile
Party or

Step Official

10
11

12

364

Properci Owners

Engineer

Legislativé Body

. Legal Counsel

" Legislative Body

Clerk

Street
Superintendent

Legal Counsel

Legislative Body

Procédure
Prepare petition to be
circulated by property
owners -

Return of petition

Prepare conéttuct%dn
plans '

Prepare maps of district

Expense of estimated

- cost of improvement

Perform steps required
under Majority Protest
Act of 1931

Prepare resolution of

intention

Adopt resolution of
intention and set
hearing date

Publish, post and mail
notices of resolution
of intention

Post area with notices
of imprcvemenf

Prepare resolution
ordering improvement

Public hearing on resol-
ution of intention to
proceed

Adopt resolution order—
ing improvement

Adopt resolucion deter-
mining wage rates

Resolution
or
Reference
Number

e

P—————
———

1v-11
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SUMMARY OF INCIDENTAL COSTS AND
CHECK LIST FOR 1911 ACT IMPROVEMENTIS (Continued)

3-64 -

Page 3 of 4
Usual - Resolution
Responsible ‘ . Com- or .
Party or g pletion Reference .
- Step Official Procedure . Date Number Co's t
13 Legal Counsel Prepare séédifications
' ' ‘ and bid form .8
14 Clerk Prepare & publish notice
inviting sealed bids S
15 Legislative Body Open sealed bids
1€ Street o Audit and recap bids S
: Superintendent
17 Legal Counsel Prepare contract S
18 ~ Street Accumulate incidental
Superintendent costs before delivery
of contract {
19 Legislative Body Award contract :
Total incidental costs to date « o« « + o o o o o o 9
Cost
Actual Esti-
v (Memo) " mated
20 Street - Inspect and accept
- Superintendent work performed $ $
21 Street Prepare assessment
Superintendent diagram and spread
' _ assessments to parcels $ $
22 Clerk _ Publish and mail to
property ouners Notice
. of Filing of Assess- _
ment Diagram $ $
23 Legal Counsel Prepare resolution con-
‘ firming proceedings
and ordering warrant $ $ {
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SUMMARY OF INCIDENTAL COSTS AND
CHECK LIST FOR 1911 ACT IMPROVEMENTS (Continued)

Page & of 4
Usual | ' Resolution
Responsible i ‘ Com— or
Party or : - pletion Reference .
Step Official Procedurs Date Number Cost
. Total estimsted incidental costas (Step 20-23) -$,_____
Add: Treasurer's'estimated costs L 2R
Total actual and estlmatgg"costs s s e e e s ..4 . 15______
Add: ___% general gqverhead. S
TOTAL INCIDENTAL COSTS o 4 o o o o ¢ o o o o o & « $ —
24 Legislative Body Final public hearing
on assessments )
Adopt resolution con~
firming assessment and
ordering warrant
25 Street Deliver warrant to
Superintendent contractor -
26 Contractor Return warrant and

list of collections

SUMMARY

Incidental Costs, Steps 1 through 23
Contract or Coﬁstruction Costs

L —
$_.—-—

TOTAL COST OF IMPROVEMENT . o o o o o o o o v v o o oo o o s o oo oo oo Sy
: ¥ ¥* %* * * %* % * w

All the preceding costs are reimburseable, Whether or not all of
them are always included in incidental expenses depends upon thgir
materiality, feasibility of identif%cation. convenience and locgl
policy.

11,8 Assessment engineers! and gttorneys' fees. When assessment engineers:

3-64
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" and attorneys are engaged to perform any of the actions mentioned,
their fees are part of the totsl incidental costs. Consulting engin-
eers may furnish supervision, Under these circumstances incidental
costs may consist of professional fees, expenses of the legislative
body, treasurer's estimates and general overhead,

11,9 Overhead includable, In addition to the professional fees, publication

o costs and other expenses for which there is evidence of payment, such
as an invoice, incidental costs should include departmental salaries ..
and wages in proportion to the time spent on improvement act activity,
supplies directly chargeable to the project, and a proportionate share
of departrental overhead <osts, It is also proper to jinclude an elem—
ent for general overhead, 1.e, those general and administrative costs
essential to the existence and operation of the department, which are
accounted for in other organizational units,

11,10 . Departmental vs general overhead. The techniques by which these latter
. expenses may be determined are beyond the scope of this Report.
~ ‘Overhead allocation is one of the principal problems of cost account-
ing.* Determination of which ﬁoéﬁs.are properly allocable and sel-
ection of appropriate bases for such allocation are highly subjec—
tive decisions, which can vary greatly from one situation to the next, . .-
., - An expense which part of departmental overhead in one governmental
°  agency may be general overhead in another, This will depend upon
whether the agency follows the policy of centralizing overhead-type : (
costs, or attempts to spread them among the departments or activities
served, Some overhead costs which, depending on local accounting
policy, may be either departmental or general are:

Employee benefits ,
. Supervisory and financial services
Personnel services (Civil Service)
Insurance - ‘
Telephone exchange
“Maintenance of buildings
Depreciation of buildings and equipment
Any cost allocations and computations used in developing the amounts
entered on the "“SUMMARY OF INCIDENTAL COSTS* should be retained as
supporting evidence in case the amounts of incidental costs are aver

» questioned.
1;.11. Special Assesément Investigation, Limitation and Majority Protest Act

of 1931 (Sections 2800-3023, Streets and Highways Code). General law
- cities and counties, and other local agencies, except as exempted in
sections 2803-2808, must proceed under the provisions of this Act.
Costs of performing the required steps are alloweble incidental ex-
penses, R » Lo :

' *Por discussions of cost accounting, see: : ' L

International City Mariagers Associationm, Municipal Finance Administration,
Chapter 7

State Controller, Accounting Standards and ?rdcgdures for Counties, Chapter 12

3-64




Usual
Responsible
Party or

Step Off}cial

1 Legislative Body

2 Legislative Body

3 Legislative Body

4 Clerk
_ $ Clerk
6 Street
Superintendent
7 Clerk

8 Legislative Body

9 Street
Superintendent

3_64
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MAJORITY PROTEST ACT OF 1931 EXPENSES

w-11

Com—
pletion
Procedure Date
Determine nature, loca-
tion and extent of pro-
posed improvement or
acquisition
Define boundaries of
district to be assessed R

Determine costs to be
borne from sources other
than special assessments

Resolution
or
Reference
Number = Co st
T
$——_
e

(1f Summary proceedings taken)

Mail postcards giving
notice of findings to each
person to whom land in pro-
posed assessment district
assessed-

Compute percentage of
owners demanding investi-
gation

(1f owners of less than 15% of,

- area demand investigation, the

remaining steps are omitted)

Prepare written report upon
proposed improvement or
acquisition

Mail copies of notice of
hearing

P —
Conduct hearing '
Estimate  cost of each ad-

dition to or omission

from original report —————
Total Costs . . . . . .« . . .

* L] . L]

S e

 S—

I
sm

(Enter on line 6,
page 2 of " SUMMARY
OF INCIDENTAL COSTS
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(
Article XIII, section 17, of the Constitution of the State of Calif-
ornia makes it possible for any chartered city, or any chartered
county, or any chartered city and county to follow the procedures
outlined below as an alternative to proceeding under the Majority
Protest Act of 1931, 1
ALTERNATIVE PROCEDURE,FOR CHARTERED CITIES AND COUNTIES
Usual ' : ~Resolution .
Responsible . Com~ or
- Party or - _ pletion Reference -
Step Official Procedure . Date Number Cos t
1 Legal Counsel Prepare resolutions:
Setting a hearing to
determine necessity - S
Appr&ving construction
plan — S
Approving map plan S e
2 Legislative Body Adopt above resolutions ———— R
3 Clerk Post and publish resolu-— - {

tion seatting hearing date
to determine necessity

4 Legal Counsel Prepare resolution deter-
*  mining need for improve-
ment |

"5 Legislative Body Public hearing to deter-
o " mine need and adopt res-
olution

Total Cost -, . . . . . . . . . . ¢ .

(Enter on line 6,
page 2 of SUMMARY
S : OF INCIDENTAL COSTS)
* 0k ¥ 9 % * ¥*

11,12 Treasurer's estimate of incidental costs. Treasurer's costs (See
.-? SUMMARY , Step 23) must be based on estimated future unit costs
and volume of transactions, ’ ' ‘

A general premise is that the treasurer's estimate of incidental
expenses shall include the total annual cost of issuing and serv-

3-64
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icing improvement act bonds: salaries, expense items (statements,
envelopes, etc,); cost of preparation of statements; cost of pre-
paring register sheets and bonds (prorata share of register sheets
and bonds if bought in large quantities, estimated cost of register
sheets and bonds if printed by issue); postage; retirement or pen-
sion costs; proration of administrative costs; and a percentage of
the total for local agency general overhead. When the total of the
foregoing is divided by the number of bonds entered in the street
bond registers, the result becomes the unit cost for one bond for
one year. If bonds and register sheets are prepared by a consulting
or assessment engineer, his fees are included,

Since 1911 Improvement Act bonds can be issued with terms up to 15
years, it is necessary that a determination be made as to the aver-.
age number of years bonds remain unpaid in order to determine the
number of years they will probably need to be serviced. When spch
determination is made, the cost for one year is multiplied by the
average number of years that bonds remain unpaid, which gives the
cost for servicing and collecting over the average life of the bonds,

Also, since incidental expenses must be filed long before the as-
sessment is spread and before the number of assessments thut will
go to bond is known, it is incumbent on the treasurer to arrive,
on the basis of past experience, at an average percentage of assess-
ments that will go to bond. The number of assessments actuall
going to bond should be reviewed from time to time ro ascertain iF
the percentage should be changed, (The experience of one large
bond division has been that about 65% of assessments go to bond,
that the average life of a bond is 5% years and that about half as
much in bonds are retired in any given year as are issued). Where
the agency has had no experience with these bond issues it is re-
commerided that the nearest agency having them be contacted. When
such average percentage has been determined, it is applied to the
number of parcels in the assessment district, and the result then
multiplied by the cost arrived at for the number of years that the
bonds will remain unpaid.

I. TREASURER'S ESTIMATE OF INCIDENTAL COSTS

(1) Number of assessments ————
(2) Estimated number of bonds to be issued (__7% of 1) e
(issue)
(issue & service)

nreviously computed, see’ Section II for suggested method)$

(3) Estimated cost to one bond (If not

(4) Treasurer's estimate of incidental costs (2 x 3) [

(Enter in Item 23,
page 4 of SUMMARY
OF INCIDENTAL C€OSTS)
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II. COST OF ISSUING AND SERVICING ONE BOND
This computation should be made annually, based on historical data

~for a prior year or other time period, If there has been no past
experience, estimates must be used.

A, Cost to Issue One Bond

Preparation of register sheets and bond forms:

(1) Payfoll al loéation | .. | ' -
(2) Employee benefits (% of 1) . - e
Other expense:
(3) Register sheets.(_ ' x ) B T $___;____
: ~ Ave, cost No, used :
' (A)i Bond ?;rmg ( S ) : e

Ave, cost No, used
| ;?urcﬁﬁsé& services: »
(5) Outsi¢e_serv1§e bureau e
(6) Data processing o : S
(7) Total (1 thfough 6)..,.................;.......;........ § e
68)<_Applied deﬁartﬁehtaiioverhead (__7%of 7) $
. (9) Total (7 + 8);.......a...Q........................;,.... - S

‘(10). Number of bonds issued during period for which
: above costs are accumulated

© (11) Average cost of issuing one bond (9 + 10) $ e
B, Cost To Service One Bond

Semiannual preparation and mailing of notice
of amounts due from property owners:

(12) Payroll allocation _ , e
(13) Employee benefits ( % of 12) Y S
. X14) .Postage, envelopes and statements | , $

(15) Other I
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Purchased services:

- (16) Outside service bureau
(17) Data processing . | ;
(18) Total (12 through 17)..f......-.f....;u.,.{..... epees aees
(19) Appiied departmen£a1 overhead (___% of 18)
(20) TOtal (18 + 10)eeeses vnerrneonensinsnesnenensnssesnaesenss
(21) Average number éf bonds outstanding
(22) Annual cost of servicing‘one‘boud (20 % 21)
(23) Average life of bonds
“(24) ‘Estimated cost of servicing one bond over
its life (22 x 23)
(25) Estimated cost to issue and service one bond (11 + 24) ..

Yedeaeede vesemevever fededt e desede s dedesede sk ok ot

B, Other Improvement Acts

tion incidental expenses, but do not itemize them in the detaal

found in the 1911 Improvement Act, Generally, the allowable in-

cidental expenses are determined by the imrpovement act used, In
only one bonding act, The Improvement Bond Act of 1913, 1s a pos-
sible increase in incidental expenses permitted by the procedural
act, '

The chart below and subsequent notes indicate the bonding acts
which may be used with each of the principal improvement acts and
the exten. to which incidental expenses are recoverable, For ex-
ample, the chart shows that the Street Opening Act of 1903 may be
used with either the Improvement Bond Act of 1915 or the Street
Opening Bond Act of 1911, If the 1915 Act is used, footnote 1,

|

<y

| |

R4

| 1]

Riz4

11,13 Incidental exnenses allowed in other Acts. Other irprovement Acts men-

Estimated cost of issuing bonds may be included in the assessment ,

appl;qs. The letter "a  indicates a subsequent footnote paragraph
containing pertinent comments and Code quotations applicable to
both combinations,
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rnuprovenent Acts | Bonding Acts Which May Be Used
Improvement Street Open-| Street Im-
Improvemnt | Bond Act of ing Bond Act provement}
Act of 1911, 1915 of 1911 Act of 191
Street Opening o
Agt of 1903 _a,1 2
ILmprovement
Act of 1911 by1,2 b,1,2
Municipal Improve- '
ment Act of 1013 [ c,1
Street Improvementl|| , ) - ) ‘
Act of 1913* ) d
Vehicle Parking _ S .
Act of 1943 , e,1,3

1 Estimated cost of issuing bonds may be included in assessment
2 Estimated cost of servicing bonds may be included
3 Parking meter revenues pledged for payment of bonds and/or ;efunds

a, Street Opening Act of 1903

Section 4273(d) provides that total expense to be assessed shall in-
clude the expense of making the assessment, and section 4274 states (
that it shall also include. ) : _ ~

n(a) All cost and expense .incurred in carrying out the in-
vestigations and reports required by the provisions of the 'Spec-
ial Assessment Investigation Limitation and Majority Protest Act
of 1931+,

(b) All expenses necessarily incurred by the city, in con-
nection with the proposed improvement, for the publication of
ordinances, posting and publication of notices, for maps, diagrams,
plans, surveys, searches and certificates of title to the property
to be taken, and.all other matters incident thereto, "

The Improvement Bond Act of 1915, with which the Street Opening Act
of 1903 may be used, in section 8624 permits cost of printing bonds
as an incidental expense.

The Street Opening Bond Act of 1911 does not mention 1nc1denta1 ex—
penses, - :

b, Jmprovement Act of 1911

Allowable incidental expenses are those discussed in Section A of
this Part, whether the bonds are issued under the Improvement Act
of 1911 or the Improvement Bond Act of 1915, E

*Repealed by Statutes of 1963, Chapter 34§
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c. Munjcipal Improvement Act of 1913

Section 10204 states:

“The report of the person or board to whom the improvement is
referred by the legislative body shall contain:

(c) An estimate of the cost of the improvement and
of the cost of lands, rights of way, easements, and incid-
ental expenses in connection with the 1mprovement."

If used with the Improvement Bond Act of 1915, cost of printing
bonds may be included in incidental expenses,

Section 10204.1 prohibits inclusion of expenses of compiiance with
the Subdivision Map Act (Commencing at section 11500, Business and
Professions Code), but does permit:

" (1) The costs and expenses of modifying any tentative or
final map prepared pursuant to the Subdivision Map Act for use
as the map of the assessment district or diagram; and

(2) Any surveying or engineering expenses incurred for
preparation of the plans and specifications of any imprgvement
to be constructed under this division, *®

The bond provisions of the Improvement Act of 1911 make no mention of
1ncidental expenses,

d. Street Improvement Act of 1913 (Repealed, 1963)

- Section 7230. of this Act provides that incidental expenses:

" (a) Shall include the necessary expenses and disbursemerts
of the commission, the cost of making the assessment, and all
expenses necessarily incurred by the city in connection with the
proposed improvement for maps, diagrams, plans, surveys and oth-
er matters incident to the improvement, '

(b) May also include all cost and expense incurred in car-
rying out the investigations and reports required by the 'Spec-
jal Assessment Investigation, Limitation and Majority Protest
Act of 1931*,

e. Vehicle Pafking Act of 1943

Section 31624 states:

- "The total cost and expense include:

(a) The amounts awarded the defepdants in the condemnatlon
action and their costs,

{b) Any amounts fixed by contract for the purchase of any
rland or rights of way to be acquired, 1
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(c) All costs and expenses of plaintiff in the condemnation
action, attorney's fees, fees of expert witnesses, service of
process, and other costs or expenses,

(d) The expenses of making the diagram and assessment,

() The estimated expenseé of issuing and selling bonds.

(f) The estimated costs and expenses of the proposed im-
provement,

(g) All expenses of the proceedings pursuant to this part,
including engineer's and attorney's fees, title searches, certi-
ficates of title, publication and posting of ordinances or not-
ices, maps, plans, the estimated expenses of the proceedings
thereafter to be taken, and all expenses of the proceedings taken
under the 'Special Assessment Investigation, Limitation and Maj—

-ority Protest Act of 1931°*, :

11,14 Application of Guide (Part 2 -~ Section A) to other proceedings. The

: " Guide’ developed for treasurer's estimates in the section dealing
with the Improvement Act of 1911 may be used as a master guide for
_any proceeding where treasurer's estimates of cost are allowable
as incidental expenses, If only the cost of issuing bonds can be

- included, the cost to be entered on Line I-3 is taken from Line

11-11, Of course, if neither the estimated cost of issuing or ser-
vicing bonds is allowable, the Guide is not used. -

Partb3 -'AccOunting and Reporting : : . (

11,15 Discussion limited. The discussion in this Part deals only with re-
: ‘ ‘commended general ledger accounts and financial report format. It
is understood that such accounts and report items are supported by
whatever subsidiary records are required by law or principles of
fiscal control., Assessment schedules, bond registers and other sup-—
-plemental records are not included on the premise that suitable
forms are already in use, or are readily available from other sources.

-A, - Incidental Expensés

- 11,16 Accounting alternatives, Governmental agencies frequently incur ex-—
penses on behalf of the improvement, to be reimbursed from assess-
“ment collections or bond proceeds. There are two alternatives to
the accounting problem: l '

Use of an incidental expense revolving fund
Use of the General Fund revenue and expenditure accounts

11,17 Revolving fund. By isolating incidental expense and reimbursement
transactions in a revolving fund, a better control is maintained
and the status of operations is more readily apparent, Since such
~a fund is free from the normal appropriation controls, advances for °
incidental expenses may be charged directly to Accounts Receivable
without having to be channelled through Expenditures. A {
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All services and supplies purchased outside the governmental agency

are paid directly from the Revolving Fund,

Services performed by

units of the agency are initially recorded in those units and then
transferred to the Revolving Fund.

Typical entries for this accounting plan follow:

General Fund

Incidental Expense

Event Revolving Fund
' Establishment of Re- Advances to Re- ‘Cash ' | lO 000
volving Fund by ad- |[volving Fund 10,000 Fund balance 10 ,000
vance from General Cash : 10,000 '
Fund
Incidental expenses A/c receivable-
paid from Revolv:.ng Assmt Dist #1 . 1,000
Fund Cash 3,000
,
Incidental expenses |Expenditures 750 ;
incurred in General Cash 750
Fund .
Above expenses trans-|Cash ‘750' A'/ ¢ receivable-
ferred to Revolving . Expenditures? . 750 | Assmt Dist #1 750
Fund Cash . 750
Estinmated future ‘_ex- Due from Revolv- Afc rer:givable'— |
penses by treasurer |ing Fund 2,000 Assmt Dist #1 2,000
Expenditures3 2,000 Due General
' o Fund 2,000
Bxpenses- for pro- Expenditures 200 Cash‘ 200 |
ceedings never com- Cash ' 200 A/c receivable~
pleted transferred : Assmt Dist #2 200
to General Fund : _
—
Reimbursement for Cash 3,750
incidental expenses A/c receivable
. Assmt Dist #1 3,750
Transfer of amounts |Cash . 2,000 Due General
due General Fund Due from Re- ' Fund 2,000
_ Cash 2,000

volving Fund 2,000

1 The accompanying entry to segregate the fund balance for this amount

- will be governed by the method of financing and the rules applicable

to the particular agency.

2 Some agencies might credit this amount to Revenues, depenc}ing upon
' their policy with respect to expenditure adjustments,

'3 Same type comment as (2).

Some agencies might prefer the more ac-

curate method of crediting a reserve, to be later reduced as expend-

itures were mads.
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In an All Funds Balance Sheet, account balances of the Incidental
Expense Revolving Fund are included in the Working Capital and
Revolving Funds column,

11,18 Acgounting for incidental expenses within the General Fund, Those ag-
encies not utilizing a revolving fund in accounting for incidental
- expense may prefer to accomplish the accounting through normal bud-

~getary processes, Suggested requirerents in such cases are outlined
" as follows. ' :

LA

xgenditures (iﬁcidental Expense Advances)

(a) Include a General Fund account in the agency budget, appropriat-
ing the total estimated expenditures for this purpose for the
_ fiscal year, -
.o (b) In making the appropriation, maké certain that costs are not
" . duplicated in other departmental budgets,

(c) Establish some type of accounting procedure which will 1nsure
that charges to the account are complete and can be identified:
by assessment district, .(R&fer to Part 2 - Incidental Expensﬂs,
for suggested reimburseable charges)

- Revenue (Incidental Expense Reimbursements)"

(a) Include a General Fund account in the agency budget, with esti- _ {
mated revenue for the fiscal year consisting of all reimburse~
ments anticipated to be realized during that period, v .‘
(b) Identify credits to the account by assessment district,

The ultimate result of the transactions described in this section is

an accumulation of General Fund surplus due to the fact that reimbursed
expenses pertaining to the treasurer's servicing of the bonds will not
yet have been incurred. The legislative body is thus obligated to
provide future appropriations for the treasurer in amounts sufficient
to provide servicing of the bonds outstanding,

' B, General Accounting

) 11 19 Guidglxnes. The accounting recommendations for the various combinations
of the two principal improvement Acts with the principal bonding Acts
.adhere to these. underlying guides:

(1) Assessments to be collected in the future, and bond prin-
cipal and interest to be paid in the future, should be
v . recorded in the accounts,
(2) Recognitior of curreat liabilities for bond principal and .
:nterest should follow legal requirements.

S

*Some agencies might credit these amounts against expenditures,“' {
depending upon accounting policy. .
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I

(3) If the local agency has no liability until assessments are
collected, uncollected assessments and unpaid bonds and
interest should not be included in financial statements.

(4) The debt service function and the presentation of future
liabilities should be accounted for within the same fund,
The construction fund, if any, should be separate, How~
ever, in local financial reports all three phases may be

. combined and presented in one Special Assessment Fund.'

11,20 Proceedings under 1911 Improvement Act. As previously stated, 1911 °
Act improvements may be financed with either 1911 Act or 1915 Act

bonds, The only difference caused by use of one or the other of

the two bonding Acts is the point at which liabilities become cur-
rent, If 1911 Act bonds are used, the local agency has no liabili-
ty to the bondholder until the assessment represented by that parti-
cular bond has been collected, If 1915 Act bonds are used, princi-
pal and interest are payable when they mature,

There will be no construction fund resulting from the collection
of assessments or sale of bonds under a 1911 Act improvement, since
the work has already been completed prior to preparation of the as—
sessment, However, when the street superintendent collects the
assessments, amounts collected are placed in a trust fund.

Typical entries under each bonding Act follow:

vent 1911 Act bonds . . . 1915_Act bonds

‘At the expiration of | *Assmts to be ' Assts re—
the 30-day period, collected 105,000 [ceivable 105,000
unpaid assessments *Bonds eligible _ Bonds eligible

are recorded to be sold 105,000 | to be sold 105,000

e - "
Bonds are sold, or *Bonds eligible Bonds eligible

are delivered direct- | to be sold . 105,000 to be sold 105,000

ly to the contractor, | *Assmts to be : Assmts re—

and future interest collected 45,000 |[ceivable - 45,000

{s recorded - *Bonds payable Bonds pay- '
by assessee 105,000 able-deferred 105,000
*Interest payable Interest pay-

by assessee 45,000 able-deferred 45,000

Assessments are col- | Cash 9,100 |[Cash 9,100
lected - ‘ Bonds payable 6,500] Assmts re-
Interest payable 2,600 ceivable 9,100

*Bonds payable
by assessee 6,500
*Interest payable
A ' , by assessee 2,600

' 3 *Assmts to be
collected 9,100

*Accounts the balances of which will not appear in the financial statements,
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Event

1911 Act bonds

Delinquent assess-
ments are recorded

1915 Act bonds

Assmts receiv-
able-delinquent 900
Assmts receivable 900

An advance is re-
ceived from the
General Fund

Cash 900

. Due General Fund 900

Bonds and interest
mature

Bonds pay-
able~deferred 7,000
Interest pay
able-~deferred 3,000

Matured bonds &

interest payqble 10,000

Except for one $500
bond and $100 in

coupons, all matured

ponds and coupons are
preserted and paid

Bonds payable 6,000
Interest p#yddi& 2,500
Cash 8,500

|Matured bonds &

interest payable;¢9,400
Cash 9,400

tions,

The following entries illustrate the accounting for certain special situa-
Reférence should be made to the Streets and Highways Code for the

rules governing computation of interest, penalties and premiums,* ,

Reinstatement of

;1911 Act bond:

Payment ,
Principal $30
Interest 15
Penalties ~ __1
‘ $46

Cash 46
" Bonds payable 30
Interest payable 15
Penalties payable 1

*Bonds payable

by assessee 30
*Interest payable’ .
by assessee 15
*Assmts to be
collected 45

Delinquent installment
for 1915 Act Bonds is
paid (Property has
been "sold" to State)

Pavment .

Principal $70

Interest 30
Delinquency

penalty 6
Redemption

" penalty 3

: - $109

Cash 109
Assmts receiv-
able-delinquent 100
Due General Fund . 6

- Fund balance , 3

T '
*See also Eugene K, Sturgis, Handbook for Special Assessment Bonds, June, 1960
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Event

1911 Act bords

Iv-11

1915 Act bonds

A 1911 Act assess-
ment 18 paid in
full, There are no
delinquencies

ACash

336

Bonds payable 300
Interest payable 20
Premiums payable 16

*Bonds payable

by assessee

*Interest payable

by assessee .20
*Agsmts to be
collected

300

320

The bond represent—
ed by the above as-

~'sessment is called
and paid

=

Bonds payable 300
Interest payable 20
Premiums payable 16

Cash 336

—

T ‘V

To illustrate entries for prepayment of assessments and the call of bonds
under the 1915 Act, assume two property owners, each of which has an id-
entical unpaid assessment at October 31, as follows:

Principal - $275
Interest 90
$365

Both owners pay their
assessments in full,
There are no delin-

quencies

Payments

Principal $550

Interest¥* 180
$730

L4

‘Cash 730
Assmts re-
ceivable

730

On January 2 the Treasurex calls a 67 $500 bond which will mature two years

" hence,
accrued in the acesunts,

Interest for the six months just ended, now payable, has not been

Publication and mailing ceosts were $5.

Payment to bondholder
Principal §500
Semi-annual
interest 15
Premium 25
$§540 -

Interest pay-
able-deferred 75
Bonds payable-
deferred

Cash

Due proper-

ty oyners¥ 30

500
545

*The arount due the property owners is the interest savings on the bond
actually retired, $60, less costs of publication gnd meiling notices,
$5, less the premium, $25.

**In 1963 sections 8760-8768 were added to the Strgets and Highways Code,
providing an alternative method under which the ayditor and treasurer

(Continued on last page) ‘
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After the preceeding transactions the balance sheets in each of the
two situations would appear as follows:

Special Assesement Fund
1911 Act Bonds
Balance Sheet

Date

ASSETS
Cash o | $982

LIABILITIES AND FUND BALANCE
Interest payable I . $135 e
Bonds payable ’ : . 830 - T '7* 1 :
Prem;ums payable . 17 . CoLa
Total _ L . §982

The future assessment 1nstallment liability of
property owners for amounts payable to bondholders . o
1s $98,170 for principal and $42,365 for 1ntereat \

******************

Special Assessment Fund
1915 Act Bonds
Balance Sheet

Date
ASSETS
Cash. . . | 0§ 8%
Assessments receivable-delinquent - (¢ ¢)
f,Agsessments rece;vable : : 139,270
Total | $1460,964
o 'LIABILITIES AND FUND BALANCE
Due General Fund - $ 906
Due property owners ‘ 30
Matured bonds and interest payable 600
Interest payable-deferred 41,925
Bonds payable-deferred a ' 97,500 , . :
Fund belance - ' : , v 3 S {
Total - ' $140.964 '
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11.21 Proceedings undey the Municipal improvement Act of 1913, Like the 1911

Act, the 1913 Act may be used with either 191! cr 1915 Act bonds,
The accounting within the cebt service fund is governed by the bond-
ing Act used, and would not vary frcm that previously illustrated
because the prcceedings were under the 1913, rather than tne ‘91l

Act,

However, because the assessment is made prior to the beginning of

the improvement, a bond fund must be established before the debt ser-
This causes a small modification in the oven-
ing entry in_the debt service fund.

vice fund is opened,

»Anothet possibility stemming'from the fact that the assessmené pre-~
ceeds the work is that the amount in the bond fund, a direct result
of preliminary estimates, may be more or less than the final cost of

the work,

If it is more, the excess may be (1) retained for maint-

enance of the improvement, or (2) refunded or credited to the prop~

erty owners, as directed by the legislative body.

1£, on the other

hand, it is less, the legislative body may (1) pay the deficit out
of the General Fund, or (2) order a supplemental assessment.

Entries differing from those previously given are shoun below:

: Event Bond Fund
The assessment is Assmts re—
made ceivable 120,000

Appropriations 120,000

Debt Service Fund

i

‘Collections are re~ Cash 15,000
ceived during the ' Assmts re- 15,000
30-day period ceivable
Bonds are sold Cash 105,000 Assmts re-
Assmts re-— ceivable 150,000
ceivable 105,000 Bonds pay-
able~deferred 105,000
Interest pay-= .
able-deferred 45,000
The contract is let Encumbrances 120,000 (Thereafter the accounting
Reserve for follows the pattern pre-
encumbrances 120,000 vigusly indicated for the

1

b3

A progress payment
is made .

Reserve for

encumbrances 40,000
Encumbrances 40,000
Expenditures 40,000

bonding Act used)

Cash 40,000
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The bond and debt service funds may be combined for balance sheet
presentation. The fcllowing. is illustrative for a 1913 Act improve-
ment finarced by 1915 Act bonds,

Special Assessment Fund
Balance Sheet

Date
- ASSETS
Current.
- Cash=construction . ‘ $110,000
-Cash-bonds and interest \ 894 -
~ , Agsessments. receivable~delinquent B 800 $111,69%
' Deferred: S
Assessments receivable-deferred 139,270
'Total S L ‘ . $250,964
LIABILITIES AND FUND BALANCE
Current:
Due General Fund o $ 906
+* Due property owners - ’ 30
Matured bonds and interest payable . 600 $§ 1,536
Deferred: ) : _
Interest payable-deferred : $ 41,925
Bonds payable-deferred o 987,500 _139.425
Total liabilities ; - $140,961
Reserve for encumbrances ' 110,000
g Unencumbered: appropriations: ' e '
_ Appropriations $150,000
L . Less: Expenditures $ 40,000
Encumbrances 110.000 150,000 -Q-,
. Fund balance ' A - D
L . Total o ‘ _  §250,964

e ( gntinugd from section 20)

determine which bond(s) may be called prior to collecting from the pro-
perty owner, The bond selected is the lowest numbered bond of annual
series midway to the end of the bond term, Interest is then collected
only on the amount to be used for the call (in contrast to the above
illustrated method where all remaining interest is collected). A 5%
premium is collected on the principal balance., If the principal col-

- lected is in excess of the amount needed for the bond called, interest
is collected on the excess for an additional six months, Bonds subse~

- quently called are selected from the lowest number of each annual serx-
ies before and after the series from which the first bond was sel ected.
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11,22 Bond discount, If, under 1913 Act proceedings, bonds are sold at
at a discount, the entire amount of the discount should be
charged as a project cost at the time of sale, 1f proceedings
are under the 1911 Act the problem does not arise, since the
‘governmental agency neither receives nor accounts for bond
sale proceeds, ' '
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